CITY OF EAU CLAIRE, WISCONSIN

MANAGEMENT’S DISCUSSION AND ANALYSIS

This discussion and analysis of the financial performance of the City of Eau Claire is
intended to provide an overview of the City’s financia activities for the fiscal year ended
December 31, 2004. Readers are encouraged to consider the information presented here
in conjunction with additional information as furnished in the letter of transmittal and the
financial statements, which begin on page 27.

FINANCIAL HIGHLIGHTS

The City of Eau Claire has total assets of $386 million and ligbilities of $122
million, resulting in net assets of $264 million at the end of 2004. Of the net
assets, $196 million represents the City’s investment in capital assets, net of
related debt, $3 million is held for restricted purposes, and $65 million is
available to meet the City’ s ongoing obligations to its citizens and creditors.

During 2004, the City of Eau Claire' s total net assets increased by $13.5 million,
or approximately 5.4%. The increase was attributable to the business-type
activities of the City, specifically the water, sewer and storm water utilities.

At the close of 2004, the City of Eau Claire's governmental funds reported
combined ending fund balances of $48 million, a decrease of $2.3 million from
2003. While there was a slight decrease in fund balance for the Genera Fund, the
capital project expenditures were primarily responsible for the overall fund
balance reduction.

During 2004, the City of Eau Clare continued a proactive plan for the
replacement of aging infrastructure, the upgrade of technology used in operations,
and the improvement of utility services. The City invested more than $16 million
in upgrading infrastructure systems and other capital assets.

Wisconsin statute restricts municipality general obligation debt to less than 5% of
equalized property value. The City of Eau Claire maintained a level of remaining
debt capacity of greater than 70%. In 2004, $7.02 million in new debt was issued.

OVERVIEW OF THE FINANCIAL STATEMENTS

This section serves as an introduction to the City of Eau Claire's basic financia
statements. The basic financial statements for the City of Eau Claire are comprised of
three components:

- government-wide financia statements,
- fund financial statements, and
- notesto thefinancia statements.

This report also contains other supplementary information in addition to the basic
financial statements.
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Government -wide Financial Statements

The two government-wide financial statements are designed to provide readers with a
broad overview of the City’s finances in a manner similar to private-sector business
entities. The Statement of Net Assets presents information on all of the City of Eau
Claire's assets and liabilities, with the difference between the two reported as net assets.
Over time, increases or decreases in net assets may serve as a useful indicator of whether
the financial position of the City is improving or deteriorating. The Satement of
Activities presents information showing how the City’s net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of the related cash flows.
Thus, revenues and expenses are reported in this statement for some items that will result
in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused
vacation leave). The City's overal financia position improved from 2003 to 2004; the
City's net assets increased by $13.5 million with the majority of the increase generated by
the City's business-type activities, and in particular, by the Water, Sewer and Storm
Water utilities. The government-wide financia statements can be found on pages 27
through 29 of this report.

Both of the government-wide financial statements distinguish those functions of the
municipality that are principaly supported by taxes and intergovernmental revenues,
known as governmental activities, from other functions that are intended to recover al, or
a ggnificant portion, of their costs through user fees and services charges, caled
business-type activities. The governmental activities of the City of Eau Claire include
general government, public safety, public works, health services, culture ard recreation,
development, and other miscellaneous activities. The businesstype activities of the City
include the water, sewer, storm water, and parking utilities, public transit, the ice center,
and the outdoor pool.

In addition to these various direct operations of the City, or primary government, the
government-wide financial statements also include financial information related to
legally distinct entities for which the City has financia responsibility and accountability,
known as component units. These component units are the Housing Authority,
Redevelopment Authority, the Downtown Business Improvement District, the West
Grand Business Improvement District, and the Water Street Business Improvement
Didtrict.  These entities are described in Note 111-J following the financial statements.
Separately issued financial statements of the Housing Authority and the Redevelopment
Authority may be obtained from the Finance Director’s office, which is located at 203
South Farwell Street, P.O. Box 5148, Eau Claire, W1 54702-5148.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. The City of Eau Claire,
like other governmenta entities, uses fund accounting to ensure and demonstrate
compliance with various finance-related legal requirements. Some funds are required by
law, while others are established internally to maintain control over a particular activity.
All of the funds of the City of Eau Claire can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.
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Governmental Funds

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike
the government-wide statements, governmental fund financial statements focus on near-
term inflows and outflows of current spendable resources, as well as balances of
spendable resources that can be converted to cash and balances available at the end of the
fisca year for future spending. Such information may be useful in evauating a
government’ s near-term financing requirements.

Governmental funds include the General, specia revenue, capital projects, and debt
service funds. Of these, the Genera fund and the Debt Service fund are shown as magjor
funds and are presented in separate columns. Data from the other governmental funds are
combined into a single column for aggregated presentation. Individual fund data for each
of these non-major governmental funds is provided in the form of combining statements
elsewhere in this report. Reconciliations follow the Balance Sheet-Governmental Funds
and Satement of Revenues, Expenditures, and Changes in Fund Balances —
Governmental Funds. The reconciliations show the adjustments that are needed to
convert the governmental funds financial statements to the government-wide Statement of
Net Assets and Statement of Activities.

Proprietary Funds

Proprietary funds maintained by the City of Eau Claire are of two different types:
enterprise funds and internal service funds. Enterprise funds are used to report those
functions presented as businesstype activities in the government-wide financial
statements. The City uses enterprise funds to account for activities that provide supplies
and services to the general public. Proprietary fund statements provide the same type of
information as the government-wide financial statements, but in more detail. The City’s
fund financia statements present separate enterprise fund information for the Water,
Sewer, and Storm Water utilities and the Transit fund; data from the other proprietary
funds are combined into a single column for aggregated presentation. Individua fund
data for each of these non-major funds is provided in the form of combining statements
elsewhere in this report. The proprietary fund financial statements begin on page 35 of
this report.

Internal service funds are used to account for enterprise-like operations that provide
services, on a user fee basis, primarily or exclusively to departmental customers within
the governmental entity itself, rather than to external customers. The City of Eau Claire
uses internal service funds to account for its risk management and central equipment
functions. Because these services predominately benefit governmental rather than
business-type functions, they have been included within the governmental activities in the
government-wide financial statements. Detail about each fund may be found in the
supplementary information section beginning on page 141.
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Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. The City of Eau Claire uses a fiduciary fund to account for taxes
collected for the benefit of overlapping tax jurisdictions. The Tax Collections fiduciary
fund is not reflected in the government-wide financial statements because the resources
of the fund are not available to support the programs of the City of Eau Claire. The
accounting for the Tax Collection fund is similar to that used for proprietary funds. The
fiduciary fund financia statement can be found on page 40 of this report.

Notesto the Financial Statements

The notes to the financial statements provide additional detall that is essentia to a full
understanding of the data provided in the government-wide and fund financial statements.
The notes to the basic financia statements can be found beginning on page 44 of this

report.

Additional Supplementary Information

Following the basic government-wide and fund financial statements and accompanying
notes, combining statements are included for the non-major governmental, enterprise, and
internal service funds, along with component units. The last section of The City of Eau
Claire Comprehensive Annual Financial Report presents statistical and historical
reference data.
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FINANCIAL ANALYSISOF THE CITY ASA WHOLE

The Statement of Net Assets for the City of Eau Claire is summarized in the table below.
As noted earlier, net assets may serve over time as a useful indicator of a government’s
financia position. The City’s assets exceeded liabilities by $264 million at the close of
2004. The majority of these net assets reflect the City’s investment in capital assets,
including land, land improvements, buildings, machinery and equipment, infrastructure,
and construction in progress, net of depreciation. These capital assets are used to provide
services to citizens and are not available for future spending. Although the City’s
investment in capital assets is reported net of related debt, it should be noted that the
resources needed to repay debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities.

Governmental Activities Business-Type Activities Total
2004 2003 2004 2003 2004 2003
Current and Other Assets $109,389,207  $109,683,247 $ 20,576,396 $ 18,804,564  $129,965,603  $128,487,811
Capital Assets (net) 116,158,511 111,204,230 140,194,851 129,772,026 256,353,362 240,976,256
Total Assets $225,547,718  $220,887,477  $160,771,247  $148576,590  $386,318,965  $369,464,067
Current Liabilities $31,841,436  $ 29398494 $ 1608005 $ 1,791,011  $ 33449441  $ 31,189,505
Noncurrent Liabilities 64,003,772 61,941,888 24,482,377 24,398,603 88,486,149 86,340,491
Total Liabilities $ 95845208 _$ 91,340,382 $ 26,090,382 _$ 26,189,614 $121,935590  $117,529,996

Invested in Capital, Net of Debt  $ 78,197,890 $ 76,620,258  $118,330,734  $105,722,026  $196,528,624 $182,342,284

Restricted 1,664,323 14,619,800 1,496,244 3,332,207 3,160,567 17,952,007
Unrestricted 49,840,297 38,307,037 14,853,887 13,332,743 64,694,184 51,639,780
Total Net Assets $129,702,510 $129,547,095  $134,680,865  $122,386,976  $264,383,375 $251,934,071

Total Net Assets asa %
of Total Liabilities 135% 142% 516% 467% 217% 214%

Unrestricted Net Assets as a %
of Total Liabilities 52% 42% 57% 51% 53% 44%

A relatively small portion of the City’s net assets (1%) represents resources that are
subject to other restrictions as to how they may be used. The remaining $65 million of
total net assets may be used to meet the City’s ongoing obligations to its citizens and
creditors. It is important to note that $15 million, or about one-fourth, of these
unrestricted net assets are related to the City’s business-type activities. Consequently,
they generally may not be used to fund governmental activities. At the end of 2004, the
City is able to report positive balances in net assets for the governmenta activities as well
as business-type activities.
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An examination of the Statement of Activities provides a concise picture of how the
various activities of the City are funded. The following table summarizes the City's
governmental and business-type activities.

Revenues

Program revenues:
Chargesfor services
Operating grants & contributions
Capita grants & contributions

General revenues:
Property taxes
Other taxes
Intergovernmental revenues
Investment income
Miscellaneous

Total revenues

Expenses

Program expenses:
General government
Public safety
Public works
Health services
Culture and recreation
Development
Miscellaneous
Interest & fiscal charges
Water utility
Sewer utility
Storm Water utility
Public transit
Parking utility
Hobbsice center
Outdoor pool

Total expenses

Increase in net assets before transfers
Transfers

Change in net assets

Net assets - January 1, 2004 (as restated)

Net assets - December 31, 2004

2004 2003 2004 2003 2004 2003
$ 9211269 $ 9719770 $ 15819904 $ 15950592 $25031,173 $ 25,670,362
3,339,257 3,407,353 2,400,631 2,360,794 5,739,888 5,768,147
6,286,703 6,855,043 10,478,715 375331  16,765418 7,230,374
24,805,415 24,511,346 - - 24805415 24,511,346
1,349,971 1,343,124 - - 1,349,971 1,343,124
9,388,956 10,392,649 - - 9,388,956 10,392,649
2,057,061 1,697,609 308,078 365,909 2,365,139 2,063,518
- - 292347 03,558 292347 03,558
56,438,632 57.926.894 29.299 675 19,146,184 85.738.307 77.073.078
7,215,358 8,009,537 - - 7,215,358 8,009,537
20,202,687 20,070,417 - - 20,202,687 20,070,417
11,221,813 10,173,302 - - 11,221,813 10,173,302
4,175,651 4,023,159 - - 4,175,651 4,023,159
7,522,475 9,283,774 - - 7,522,475 9,283,774
2,267,501 2,931,989 - - 2,267,501 2,931,989
427,892 421,123 - - 427,892 421,123
2,054,281 1,791,084 - - 2,054,281 1,791,084
- - 5,143,065 5,010,412 5,143,065 5,010,412
- - 5,158,959 5,089,211 5,158,959 5,089,211
- - 1,482,635 1,628,456 1,482,635 1,628,456
- - 4,103,773 3,082,644 4,103,773 3,082,644
- - 391,267 408,357 391,267 408,357
- - 519,838 503,345 519,838 503,345
- - 319825 367.367 319825 367.367
55,087,748 56794385 __ 17,119,362 16989792 __ 72.207.110 73784177
1,350,884 1,132,509 12,180,313 2,156,392 13,531,197 3,288,901
454,863 32,732 (132.732) - -
1,805,747 1265241 11,725,450 2023660 13,531,197 3,288,901
127,896,763 108081854 _ 122955415 _ 120.363.316 _ 250.852.178 __248.645.170
$129702,510 _ $129547,095 _$134.680,865 _$122,386.976 $264,383,375 _$251,934.071

-20 -




The chat on the right
illustrates how governmental
activities are funded. Taxes,
primarily real and personal
property, but aso room taxes
and payments-in-lieu of taxes,
provide about 46% of the
revenue for governmental
activities,  State aids and
other grants comprise another
34%, while charges for
services and al other sources
are equal to 20% of revenues.

Intergovernmental Investment
Revenues Income
0
17% 4% Charges for
Services
16%
Capital Grants
and Contribution:
11%
Property and
Operating Grants perty
Other Taxes

& Contributions
6%

46%

$25

2004 Governmental Activities
Program Revenuesand Expenses

Another way to analyze the
data in the Satement of

$20

Activities is to compare
expenses of a particular

$15

program with  revenues
generated. The graph on the

B Expenses

O Revenues

(Millions)

left reflects this comparison
for 2004 governmental

activities.

202
112
$10
7.2
4.6
35 | 39 38 4.2
ﬁ

$0 4 T T T T

23 24

1.7
04 00 0.0

Gen Govt  Public Safety  Public Wrks Health

Recreation  Development Misc. Int/Fiscal

Business-type activities
depend on charges for
services as their primary
revenue  SOUrCeS. As
indicated in the graph on the
right, over 54% of revenues
are generated from user
charges.

Capital Grants and
Contributions
36%

Operating Grants &
Contributions
8%

Investment Income

It 0
Miscellaneous 1%

1%

Charges for Services
54%

-21 -




FINANCIAL ANALYSISOF THE CITY'SMAJOR FUNDS
Governmental Funds

The focus of the City’s governmental funds is to provide information regarding near-term
inflows, outflows, and spendable resources. Such information can be useful in assessing
the City’s financing requirements.

As of December 31, 2004, the City of Eau Claire’'s Balance Sheet - Governmental Funds
reported combined ending fund balances of $47.8 million, a decrease of $2.3 million over
the previous year's ending balances. Of the ending fund balances total, $23.1 million is
reserved for specific legal requirements and other commitments, leaving total unreserved
governmental fund balances of $24.7 million available for meeting future budget
requirements. Of these unreserved balances, $21.8 million has been segregated or
otherwise designated for specific uses, leaving an unreserved, undesignated fund balance
of $2.9 million which is in the General fund.

The General fund is the primary operating fund used to account for the governmental

operations of the City of Eau Claire. The largest revenue sources for the General fund are
taxes and intergovernmental aids, together accounting for 81% of revenues. Public safety,
public works, and culture and recreation are the primary operations of the General fund.
Over 53% of the General fund expenditures of $37.1 million are allocated to the public
safety sector. Another 30% of the General fund costs are derived from the operations of
public works and culture and recreation.

The Genera fund has a fund balance of $15.7 million. Of this amount, $6.4 million is
reserved for loans made to the utilities, prepayments and notes receivable. Another $6.3
million is designated for subsequent year expenditures and working capital. The
undesignated General fund balance is $3.0 million. The undesignated fund balance is
available to be applied in a future year's budget to one-time capital projects or to reduce
outstanding debt.

The Debt Service fund had atotal fund balance of $5.2 million, an increase of $.8 million
from 2003. This balance primarily reflects the amounts reserved to pay debt service on
specia assessment bond issues and has accumulated from the prepayment of special
assessments by property owners.

The Other Governmental Funds column in the balance sheet includes various special
revenue, debt service, and capital projects funds used to account for proceeds of specific
revenue sourcesthat are legally restricted to expenditures for specific purposes. The total
accumulated fund balances of these funds decreased by $2.8 million during 2004,
primarily due to capital project expenditures.
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Proprietary Funds

The City’s proprietary fund statements provide the same type of information found in the
government-wide financial statements, but in greater detail. The detail of the City's
proprietary funds can be found from page 35 to page 39. The net assets of the enterprise-
type proprietary funds at the end of 2004 totaled $135 million, an increase of $11.7
million from the previous year.

Some highlights:

The enterprise funds had collective income after transfers of $1.2 million, primarily
generated by the Water, Sewer, and Storm Water funds.

In 2004, $10.5 million of the increase in the enterprise funds net assets resulted from
developer infrastructure contributions to the Water, Sewer, and Storm Water Utilities.

The Public Transit fund is subsidized by federal and state operating assistance at
approximately 60%. The balance is covered by local fares and General fund transfers
to the service. The Public Transit fund shows a loss of $.4 million since depreciation
expenses are not covered by General Fund subsidies.

GENERAL FUND BUDGETARY HIGHLIGHTS

As shown in the Schedule of Revenues, Expenditures, and Changes in Fund Balance —
Budget and Actual for the General Fund on page 104, the original 2004 Genera fund
budget authorized expenditures and other financing uses of $44,796,200, funded by
anticipated revenues and other financing sources of $41,397,600 and the application of
$3,398,600 of available reserves. From time to time during the year, the City Council
approved adjustments to the budget, primarily for grants and donations. These changes
are reflected in the Final Budget column.

The City ended the year with net favorable variances. Revenues and other financing
sources exceeded the final budget by $649,291, while expenditures and other financing
uses were under budget by $2,497,095. The major component of the positive revenue
variance was the sale of City-owned assets. The City sold 8.57 acres of land on Galloway
Street to Indianhead Food Service, which accounts for a large portion of the variance
reflected in sale of capital assets.

Several other revenue sources experienced significant variances. The decline in interest
rates lowered investment income. However, licenses, fines and charges for services
exceeded budget estimates, reflecting higher levels of activity in such areas as parking
enforcement, landfill fees, artificia turf financing fees, and building permits. The sale of
the Dells dam in 2003 precluded 2004 rental income.

A major component of the favorable expenditure variance can be attributed to positions
held open during 2004 and to under expended health insurance deductible payments. A
mild winter resulted in less expenditures for snow and ice control. Improved operations
in Public Transit, the Ice Center and the Pool resulted in lower General Fund subsidies.
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CAPITAL ASSETS AND DEBT
Capital Assets

In accordance with the implementation requirements of GASB No. 34, the City has
recorded historical costs and depreciation expense associated with all of its capital assets,
including infrastructure. As summarized in the table below, the City’s reported
investment in capital assets for governmental and business-type activities as of December
31, 2004 totaled over $367 million. Nearly one-third of this total cost was related to
governmental infrastructure, with the City’s street network comprising the most
significant component.

Total accumulated depreciation was calculated to be just over $110 million, or
approximately 30% of the historical asset cost. Net of accumulated depreciation, the
City’s investment in capital assets is more than $256 million, a net increase of $16
million over 2003.

City of Eau Claire, Wisconsin
Capital Assets, Net of Accumulated Depreciation
December 31, 2004
2004 2003 2004 2003 2004 2003
Land $ 14856651 $ 15229562 $ 14,609,237 $ 14573737 $ 29465888 $ 29,803,299
Land Improvements 2,325,016 2,265,578 - 2,325,016 2,265,578
Building and Improvement 18,455,996 18,820,256 6,652,244 6,652,244 25,108,240 25,472,500
Infrastructure 107,384,702 107,368,002 2,265,183 2,242,827 109,649,885 109,610,829
Machinery and Equipment 23,302,614 24,693,834 5,746,260 5,720,010 29,048,874 30,413,844
Water Utility - - 61,433,527 58,931,634 61,433,527 58,931,634
Sewer Utility - - 59,998,637 58,614,409 59,998,637 58,614,409
Storm Water Utility - - 26,933,033 21,763,776 26,933,033 21,763,776
Work in Progress 11,666,151 634,125 11,424,308 6,564,540 23,090,459 7,198,665
Subtotal 177,991,130 169,011,357 189,062,429 175,063,177 367,053,559 344,074,534
Less Accumulated Dep. (61,832 619) (58.889.020) (48.867.578) (45,291 151) (110.700.197) (104.180.171)
Total $ 116,158,511 $ 110,122,337 $ 140,194,851 $ 129,772,026 $ 256,353,362 $ 239,894,363
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Some of the most significant additions to the City’s capital assets during 2004 included
the following:

Significant Additionsto Capital Assetsin 2004

Construction in Progress $11,500,000
Stormwater Mains 5,200,000
Completed Construction Not Classifiec 4,800,000
Water Mains and Services 2,100,000
Sewer Mains 1,400,000

Total $25,000,000

Additional information about the City's capital assets can be found in Note I11-D of this
report.

Long-Term Debt

On December 31, 2004, the City of Eau Claire had $71,837,340 of bond and long-term
note principa outstanding, as summarized in the following table:

City of Eau Claire, Wisconsin
Notes and Bonds Outstanding

2004 2003 2004 2003 2004 2003

General Obligation
Bonds & Notes $7,602,340 $¢5,741,010 $12,460,000 $11,310,000 $60,152,340 $57,051,010

Revenue Bonds - - 11,685,000 12,740,000 _$11,685,000 12,740,000

Total $47,692,340 $45,741,010 _$24,145,000 _$24,050,000 _$71,837,340 _$69,791,010

Under Wisconsin State Statute Section 67.03(1), the outstanding general obligation long-
term debt of a municipality may not exceed 5% of the equalized property value of all
taxable property within the jurisdiction Applicable debt of the City at the close of 2004
totaled $60,152,340, which, with amounts available for payment of principal, is less than
twenty-nine percent of the maximum legal limit.
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During 2004, the City issued new debt for the following amounts and purposes:

City of Eau Claire, Wisconsin
Long-term Debt | ssued

Date Type of Debt Amount

9/01/2004  Genera Obligation Corporate Purpose Bonds for streets, $6,270,000
stormwater, parks and improvements in Tax Increment
Didtricts

9/09/2004  Taxable General Obligation Corporate Purpose Bonds for 570,000
acquisitions

5/14/2004  State Trust Fund Loan for Communication Center CAD 180.000

system '

Total $7,020,000

The General Obligation Corporate Purpose Bonds were rated Aa2 by Moody’s Investors
Service and AA by Standard & Poor’ s Ratings Services.

Additional information about the City's long-term debt can be found in Note I11-F of this
report.

CURRENTLY KNOWN FACTS

In November of 2004, the City Council approved a budget for 2005 based on a levy
increase of 3% for new growth, and 3% for cost of living. Since the valuations of new
construction absorbed half of the levy increase, the net effect on the property owners was
an average 3% rate increase. The 2005 budget continues the phased reductions in
personnel and services that were included in the 2004 Budget Blueprint. It appears that
the 2006 budget will be impacted by legidative action to freeze tax levies on a statewide
basis. Neither are any increases expected in the major state aid programs. On the other
hand, labor settlements, health insurance increases, debt service, fuel costs, and public
safety issues will drive up the costs of providing municipal services. The challenge facing
the City will be to balance limited revenue increases with the citizens expectations
regarding service levels.

REQUESTSFOR INFORMATION

This financial report is designed to provide our citizens, taxpayers, customers and
creditors with a general overview of the City’s finances and to show the City’'s
accountability for the money it receives. As in the past, the City of Eau Claire provides
the Comprehensive Annual Financial Report on our web page (ci.eauclairewi.us). If
anyone has any questions about this report or needs additional financial information
about the City of Eau Claire, please contact the Finance Department at 203 South Farwell
Street, Eau Claire, Wisconsin, 54703. Finance Department staff can also be reached at
(715) 839-6044.
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